By EVELYN M. PARRISH*

U.. Balance of Payments Developments:

Fourth Quarter and Year 1972

FUR 1972 as a whole, the most
significant U.S. balance of payments
developments were sharp deteriorations
in the trade balance and in the current
nocount balance, and & substantial
reduction of capital outflows from the
extraordinary 18971 figure. The favor-
able shift in net long-term capital
outflows almost exactly offset the ad-
verse shift in the current account
balance, and the deficit in the balance
on current account and long-term
capital was thus virtually unchanged
at $0.2 hillion. Recorded net short-
term capital outflows and unrecorded
outflows dropped nearly %20 billion
from 1971 with the result that the
official reserve transactions deficit fell
about the same amount. Even so, the
deficit was over $10 billion, an un-
tenably large figure. (See table Al.)
In the fourth guarter of 1972, the
current account balance showed a
moderate improvement from the third
quarter to a $1.6 billion deficit, as a
surge in receipts of income on U.S.
direct investment abroad more than
offset a deepening of the trade deficit.
The balance on current account and
long-term eapital improved $0.8 billion
to a defieit of $1.5 billion as a large rise
in foreign purchases of U.S. securities
and a small decline in U.S, direct in-
vestment capital outflows more than
offset an increase in outflows of U.S.
Government capital and in U.8. pur-
chases of foreign securities. Short-term

*In Highlighta and Perspeotives, Max
Lechter wrote the section on Merchandise
Trade and Robert Leftwich wrote the section
on Corporate Capital Flows,

capital flows improved sharply in the
fourth quarter, and the official reserve
transactions deficit dropped to %1.6
billion, about 23.1 billion below the
third quarter figure.

The weakness in the current account
balance in 1072 largely stemmed from
the faster rise in merchandise imports
than in exports; this mainly reflected
the stronger rate of economic expan-
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gion in the United Stotes than in other
major industrisl countries in 1872. Also
gontributing to the rise in imporis wos
the initisl effect of the appreciation of
major currencies against the dollor,
which resulted in an immediate increass
m dollar import prices without on im-
mediata raduction in volume. In addi.
tion, ioflation abrond boosted impore
prices.

The fastar rate of incresse In eco-
nomic netivity in the Tnited Siates
than abroad alse had an influence on
the reduction in nef capital outflows in
1972, The strong cyclical upswing in
the TInited Stotes, which praceded the
business upiurn abroad by sbout hoif
& year, stimulated purcheses of T.8.
secutities by foreigners, snd the mors
rapid rise in T.S. shori-term interest
rates ns compared with foreign rnies
nlso gcontributed to the inflow of foreipn
privata capital inte the United States,
in contrast to outflows in 1971,

However, o morse important influence
on the decline in net capitel outflowa
in 1972 was BDn improvement in ex-
change muorkei conditions during the
year following the Smithsonien Agroe.
meat in Deceamber 1571, (See chort 12,)
Exchonge merkets nevertheless still
remuined subject to speculative flore-
ups, suck as those which affectad the

SURVEY OF CURRENT BUSINESS

British pound and lnGer the dollar enrly
in the summer, ond exchonge market
uncertainties probably contributed io
the comtinued relatively large ontflows
of funds through unrecorded transac-
tions during 1972 after an inflow in the

Developments Affecting

Current account transactions

The merchandiss trads dofieit de-
clinad aftsr the firal quarter of 1072,
but increazad apnin in the fourth, For
the full year, the irade deficit incrensud
$4.1 billion to an unprecedented $8.8
Lillion a5 imports rose $10.2 billion snd
exports expanded $4.1 billion, (See
Highlights and Perspectives.)

The balance on military transastions
improved in the second half of 1972 but
for the full year worsened by $0.8 billion
to & $3.5 hillion deficit. Transfers under
.8, military ogency sales contracts
wers FL.2 billion in 1973, the lowest
level since 1888 and far below the record
§1.9 billin in 1971, when aircraft
deliverizs ware excaptionally high. Di-
rect: defense expenditures abroad de-

23

firet quarier. Although wnrecorded out-
flowe were less then in 18971, they
amounted to $3.8 billien in 1972, sub-
stontinlly obove the roughly $1.0
billion that might be considerad normnol
on the basis of pre-1971 sxperiance.

Major Accounts in 1972

clined in the third gquerter but turned
up agoin in the fourth, snd for the full
year totaled $4.7 billion, down only
$0.1 billion from 1971. Continuing in-
creases in prices of goods and services
purchaszed in devaloped countries nearly
affset the decline in expenditures in
Southenst Asia,

The balones on trovel and transpor-
tation showed a deficit of $0.6-30.7
billion in each guarter of 1972, and the
deficit fox the ill year fotaled %$2.6
billion. This was vp only £0.2 billion
from 1971, tha smallest increase since
1968. A strong rise in U.5. rovel ex-
penditures in Eurape was partly offsat
by a4 decline in travel expenditures in
Canado.

Inecome receipts from T11.8. invest-
ment abroad dropped off in tha first
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Changes in Selected Foreign
Exchange Rates '

Percent change from parity with
U.5. dollar on March 31, 1970
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half of 1972 but then increased to a
record $3.9 billion in the fourth quarter
and totaled $13.8 hillion for the year,
The year-to-year increase of $0.9 bil-
liom was in large part accounted for by
direct investment ineome receipts of
U8, petrolenm companies. The 1972
inerease in U5, income reesipts, how-
ever, was exceeded by the $1.0 billion
risge in income pavments on foreign
investments in the United States, to
%5.0 billion, so that the net surplus on
investment income dropped §0.1 billion
to $7.9 billion in 1972. This decrease
contrasts with the persistent rise in the
past decade, interrupted only in 1969.
The steady increaze in ineome payments
during the year 1972 was associated
with the very large 1970-72 buildup in
.5, Government linbilities to foreign
official agenecies and with rising short-
term interest rates in 1972,

A=z a result of the transactions sum-
marized above, the balance on goods
and services worsened by $5.0 billion
to a deficit of $4.2 billion in 1972,
There was little change in remittances
and pensions, and U.S, Government
grants {(excluding military) rose only
80.2 billion. Thus, there was a $5.2
billion deterioration in the current
account balance to a defict of §8.0
billion in 1972.

Longsterm capital flows

Long-term  capital transactions
moved irregularly during 1972, with
net inflows in the second and fourth
quarters and outflows in the first and
third. For the full vear, net long-term
capital outflows were §1.3 billion, down
85.2 billion from 1971 and the lowest
singe 1968, Most of the improvement
was due to a 32,6 billion rise in long-
term private foreign capital inflows,
mainly through the purchase of U.S.
seeurities, and to a $1.6 billion decline
in long-term private 1.5, capital out-
flows, In addition, U.5., Government
capital outflows fell 1.0 billion.

U.5. direct investment capital out-
flows wers 23.3 billion in 1972, down
$1.4 billion from 1871 and the lowest
since 1969, The decline from 1971 may
have in part represented an adjustment
after the exceptionally large 1971 out-
flows, and may also have been related
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to a slowdown in the growth of plant
and equipment outlays abroad. (See
Highlights and Perspectives and the
article on plant and equipment expendi-
tures abroad, beginning on page 45.)
U.5. transactions in foreign securities
shifted temporarily to net sales in the
third quarter when there was a hiatus
in placements of new Canadian bond
issues in the U.S. market. For the full
year 1872, net U.8, purchases of foreign
securities were $0.6 billion, down $0.3
billion from 1971, This reflected a favor-
able shift of 0.5 billion in transactions
in foreign stocks from small net U.S,
purchases in 1971 to net sales in 1972,
partly offset by an increase of about
20.1 billion in U.S. purchases of new
foreign bond issues to a total of $1.6
hillion (purchases from Canada were up
§0.1 billion to $0.9 billion), and by a
§0.1 billion adverse shift in U3, net
transactions in outstanding foreign

bonds.

There was & small net inflow of long-
term capital reported by U.S. banks in
the first quarter of 1972 but increasing
net outflows for the rest of the vear; the
total net outflow was $1.1 billion, as
compared with $0.8 billion in 1971,
The increase in long-term claims re-
ported by U.5. banks was $0.7 billion
bigger than in 1971, presumably re-
flecting larger increases in trade credits;
that adverse shift was partly offset by a
favorable $0.4 billion shift in long-term
banking liabilities, mainly reflecting
changes in long-term deposits by inter-
national and regional organizations.

Foreign direct investment in the
United States shifted favorably by
£0.4 billion from a small net outflow in
1871 to a %0.3 billion inflow in 1972,
This mainly reflected cessation of the
large transfers of funds by Japaness
affiliates to their parent companies
which took place in 1971.

Foreign purchases of U.S. securities,
unusually large throughout 1972,
reached a record $1.9 billion in the
fourth quarter. For the year as a whole
purchases increased $2.2 billion to $4.5
billion, surpassing the previous high
of $4.4 billion in 1968. Foreign pur-
chases of Eurobonds newly issued by
U.S. corporations were exceptionally
large in the second and fourth quarters.
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Tor the full year they incressed $0.5
pillion to $2.¢ bilion, approaching the
record of $2.1 billion set in 1968.
Coavertible bond jssues hod s strong
resurgence in 1972, sccountng for most
of the increasa from the preceding yaer.
Net foreign purchases of T.S. stocks,
reftecting the buoyant stock merket,
rasa $1.6 billion to 2 record $2.5 billion
in 1972. Nearly half of thess purchases
took place in the fourth quorter.

.S, Government capital oubflows,
net of repaymenta and of increases in
nonliquid liabilities &0 other then
foreign official agencies, were unusually
lowr in the first three quariers, nnd for
the full year dropped by $1.0 billion
te 51.4 billion. The decline in net capital
outflows reflected both o reduction in
U.8. Government lendmg and sn io-
crease in 1.5, Government liabilities
ariging from foreign prepayments on
military orders.

As a result of oll these transactions,
net long-term capitsl outfows declined
$5.2 billien from $3.5 billlon in 1971
ke $1.3 billion in 1972. This favorshle
ghift offeat the rise in the current
account deficit so thot the deficit on
current aceount and long-term capital,
ot $9.2 billion in 1972, was the saime os
im 1971,

Short-term copital flotos

Nat US, short-term nonliquid pri-
vate capital outflows declined $0.3
billion in 1972, to $1.6 billion, still &
lerge outflow compared with other years.

SBURVEY OF CURBENT BUSINESS

A substantis) reflux of these funds in
the second guarter of 1972 was followad
by outflows of $0.5 hillion in the third
guarter sind o record $1.2 billion in
the fourth, Most of the deterioration in
the fourth guarter reflected an increasa
in benk-reported clnims on Japan.
For the year ns a whole, howaver, claims
on Japan were reduced by §0.4 billion,
as Japanese moaetary suthorities pur-
sied & policy of meking dollors evailabla
to Japanese banks for use in liquidating
previous borrowings jrom the United
States.

Nat outlows resulting from unre-
corded transactions {errors and omis-
sions) recadad to 53.8 billion in 1972
from the unpresedentad $11.1 hillion
in 1971, but were still very high com-
pared with eorlier years. Larpe shifis
in unresorded transactions are pre-
sumably mainly a reflection of move-
ments of voloiils shoré-term eapital.
In ths first quaerter of 1972, just aftar
new centrsl retos were set for many
leading curréncies under the Smith-
sonisn Agresment, thers wers net
inflows of vorecorded funds amounting
to $0.0 billion. Howevar, this waa
followed by pet outllows of $1.3 lallion
in the second quarier as sxchange
uncertainties began to build up. Net
outflows incrsased again in the third
quarter and showed a shght ($0.2
bitlion) improvement in the fourth.

All the transactions mentioned earlier
in the veview of the current account and
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long-term capéal Hows, pluz the $0.8
billion improvement in aonliguid shert-
term private capitel outflows and the
7.2 billion improvement in unrecorded
transactions, reduced the net lguidity
deficit by $8.0 billion—from $22.0
billion in 1971 to §14.0 billion in 1972,
The 1072 deficit, while below tha 1971
figure, was still subatantially higher
than the average snnual daficit of $4.0
billion during the yenrs 1956770,

Transactions in liquid private capital
mnproved by $11.4 billion, to netinflows
of $3.7 billion in 1972 from net outAows
of $7.8 billion in 1971 (and $6.0 billion
10 1970} . Most of the 1972 shifs raflected
funds flowing to TLS. banks through
their foreipn branches and $o TS5,
agencies and brenches of foreign banks
from their head offices abroad. In the
fourth guarier alons, inflows from for-
gign commercia! banks rose $1.8 billion
to §2.1 billicn, mainly reflocting rans-
sctions with Canada sod Japsn. At
that time, 11.8. short-term interest rates
were 1ising faster than Europesn rates,
whila Cenndian and Fapaness rates re-
mained virtuslly unchanged.

Thase 1972 changes in liguid capital
transections, togather with changes in
all the tramsoctions previcusly dis-
cussed, mecountad for the $10.5 hillion
reduction in the official ressrve trans.
sctions deficit to $10.3 billion. The 1972
deficit comperes with a 1070 deficit of
£0.8 billion and an average surplus of
50.3 lallion in the yesrs 1967-G9.
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Financing the officlal reserve trans-
actions deficit

The 1972 official resarve transactions
deficit of $10.3 billion was largely fi-
nenced by s $0.7 billion incrense in
liuid Yiabilities to foreign officiol agen.
cies pluz s $0.6 billion combined in-
orenss in other readily markeiabls
lisbilities and in nonliguid lisbilities
reported by the U8, Government. U.5.
official reserve assets changed very
little during 1972 since doller converti-

SURVEY OF CURRENT BUSINESS

bility into these assels was suapended
in August 1971, A repurchase of zold
by the IMF from the United Statee—
which was offest by & reduction of 1.5,
Enbilities to the IMF—reduced the re-
ported TU.8. gold stock by $545 million.
Other TS, reserve assels daclined
dlightly, as the 1072 SDR allocation of
%0.7 Lilliom wos offeet by reductions in
convertible currency holdinge and in
the UB, gold tranche position in the
Fund.

Highlights and Perspectives

Developments in 1972 by
Major Area

DEVELOPMENTS in the U.5. balance
of payments with each maojor Joveign
area, other than Canada, wers similar
t0 devalopments in the balance of pay-
meats with foreign arees as a whola, In
general, the balanes on current aceount
transactions deteriorated whila tha bal.
ance on long-term eapitnl éronsactions
improved, (Sea chart 13 ond tobles A2,
# and 1¢.) This indicates thot the fac-
tors underlying balence of payments
developments in 1972 were not special
conditions in specific foreipn sress but
were broad in scope snd influenced
iransactions with all major aress to
vorying degrees.

Western Europe

Becauss of the dloss eponomic rela-
tionships amongy Weastern Eurcpasn
countrias, it ie appropriste Lo review
1.8, belance of payments trensactions
with the aren oz 2 whole rather than
with individual somntries or groups of
countries. Thiz applies particularly to
eapital transactions, for which the
United Kiogdom snd Switzerlnnd act
pe intermediaries between the United
Stntes and other countries, =o that
nominel atiribution of tronsactions to
thasa fwo countries doss not necessorily
indieats thot they are the ultimate
spurces or users of the funds.

The balance on merchandise trade
with Western Euraps deteriorated by

314 billion in 1972 to & $0.6 billion
deficii. Net payments on military trans-
acticns increased about $0.7 billion to
%1.8 billion. MNet imvestment income
detericroted by about $0.4 billion to
net paymenta of $0.1 billion, reflecting
the large end rapidly ri=ing stock of
short-term dollar assets held by official
Europann agencies and the growing
Europenn inveatmentain U.B. corporate
securities. Tha {ransactions in goods,
pervices, and onilatera]l traneferz re-
sulted in & aurrent account deficit of
$4.5 billion in 1972 o= scompared with
$2.0 billiocn in 1071. The $2.5 billion
adverse shife with Western Europe
rapresented about helf of the total
current aceount detarioration with all
Araas.

The deterioration in the current
agcount balance with Western Eurcpe
was mora thon offset by a $3.3 billion
improvament in the balence on private
long-term capital troneections, ond a
$0.2 billion decline in the net cutflow of
funde through Government capitol
transactions. The favorsble changes in
private long-term capital flows resulted
from & $1.4 billion decline in the net
outflow of U.8. capitnl and a $1L.0
billion inerease in the net infiow of
Evuropean eapital. The $0.8 billion net
ouilleow of US. private capitol to
Western Europe in 1972 wos not only
subatantinlly less than the cutflows of
$2.3 billion in both 1971 and 1970, but
nlso less than in nny year during the
decede 1080-89. The $43 billion net

Morsh 1973

inflow of eapital from Weatern Eurcpe
(which probably induded funde origi-
nating in other parts of the world) wes
slightly higher than the previous pesk
reached in 1968,

The balance on current aocouwnt and
long-term capital iransactions with
Weatorn Europe waa in deficit by $1.1
billion in 1872, a gonsiderabls improve-
ment from the $2.1 hillion dafigit in
1971. Tha balance haa fluctuated rather
widely in recent years; for inatance, it
ghifted from a deficit of close to $0.7
billion in 1967 to aserplus of £1.9 billion
in 1988. However, the 1972 deficil was
farger than that for any other ysar in
the 1960-72 period with the exception
of 1971,

Japon?!

Transactions with Jepan followed n
pattern gimilar to that with Europe—a
deterioration in the balance on currant
ancount transactions snd &n improve-
ment in the belance on private long-
term capital movements. The deficit on
ecurrent aecount and long-term capital
trensactions, at $4.5 bitlion in 1972, wasa
roughly the same a3 in 1971,

Transactions with Japsn in goods,
services, and unilatersl teensfers re-
sulted in a currant account defieit of
about ¥4.% billion in 1972, about £1.1
billion larger than in 1971, This deteri-
oration woe considerably lesa than the
$2.5 billion worsening in the defieit in
corresponding transactions with West-
ern Europe (from $2.0 billien in 1971 to
$4.5 billion in 1972). About $0.9 billion
of the 51.1 billion increase in the current
aceount defieit with Jopsn was ac-
counted for by merchandisa trade trans-
actions; the remainder was due to an
incraase in interest paymenis on dollar
pasets hald by officinl Japanese agencies.

Long-term cepits] transactions with
Japen shifted from a net outllow of
about 31.0 billion in 1971 to & net inflow
of 50.3 billion, in 1872, By fer the major
foctor in thet ahift woa the change in the
movermnent of Japanese copitel, from a
nat sutflow of nearly $0.4 billion in 1971
to o net inflow of about $0.6 billion in

1. Beglnolog with 1072, trendecti wilh Jojan wba
iinclude W with the Ryokya Iskends, Tn 101h traneactivas
with tie Initar retcited ln Tiak PLYENES OF it 03 bRlon
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1072. The large role played by foreign
capital in the improvement in long-term
capital transactions also paralleled the
developments in U.S. transactions with
Western Europe.

The deficit of $4.5 billion on current
account and long-term capital trans-
actions with Japan in 1972 was about
the same as in 1971, This was substan-
tially higher than the $1.1 billion deficit
with Western Europe, since net capital
inflows from Japan were much smaller
than those from (and through) Western
Europe and thus were less of an offset
to the eurrent account deficit. Thus,
almost hall of the total U.S, deficit on
eurrent aceount and long-term capital
transactions was with Japan.

Other countries excluding Canada

Paralleling the changes in the trans-
actions with Western Europe and Japan
the balance on current account with
other countries (exeluding Canada)

SURVEY OF CURRENT BUSINESS

worsened by about £1.5 billion, from a
gurplus of $3.3 billion in 1971 to a
$1.8 billion surplus in 1972, A §1.7
billion decline in the merchandise trade
balance and a $0.3 billion risein Govern-
ment grants wers partly offset by an
improvement in services transactions,
particularly through a rise in income
receipts on U.S. direct investment and a
decline in U8, military expenditures.

The net outflow of Government and
private long-term capital improved
about $1.3 billion, from $5.2 billion in
1971 to $3.9 billion in 1972, More than
half of the shift—about $0.7 billion—
wus in capital transactions with inter-
national organizations and with ship-
ping subsidiaries of U.S. corporations,
Net capital outflows to the developing
countries of Asin, Africa, and Latin
America declined by about $0.4 billion,
and those to Australia, New Zealand,
and South Africa by a total of about
$0.1 billion. The only exception to these

impoits of 1.5 milkary apencies.
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declines was a rise of $0.1 billion in
capital outflows to Eastern Europe,
consisting mainly of Government ered-
its to finance the large U.S. exports of
agricultural goods to the Soviet Union.

Since the $1.3 billion decline in long-
term capital outflows to the countries
in this group nearly offset the $1.5
billion decline in the current account
balance, the deficit on current and long-
term capital transactions increased by
only $0.3 billion to $2.1 billion.
Canada

The pattern of transactions with
Canada differed in a number of ways
from that with other countries, The
merchandise trade deficit showed a
small deterioration, to $1.8 billion in
1972 from %1.7 billion in 1871, but that
shift was offset by an improvement in
services transactions—mainly higher
net investment income receipts and
lower net travel payments. Thus, the
balance on current account showed a
deficit of 20.4 hillion in both 1971 and
1673,

However, in contrast to the pattern of
transactions with other countries, net
long-term capital outflows rose from
about $0.4 billion in 1971 to $1.1 billion
in 1972, Most of that increase was in
U.S. purchases of Canadian securities
and in long-term bank loans. As a
result, the balance on current account
and long-term capital transactions with
Canade deteriorated by about $0.6
billion from 1971 to 1972, to a deficit of
about $1.5 billion. The pattern of
transactions with Canada differed from
that with other countries in 1971 as
well, when the corrent account and
long-term capital balance with Canada
improved considerably, while the bal-
ances with the other areas deteriorated
sharply.

Merchandise Trade

The merchandise trade deficit in-
ereased 0.2 billion from the third to the
fourth quarter of 1972, but the deficit
for the second helf of the year, at a
seasonally adjusted annual rate of $6.4
billion, was lower than the $7.2 billion
rate in the first half. (The trade data are
on a balance of payments basis, ex-
cluding “military,” which omits exports
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and imports of the defense agencies and
reflapts various other adjustments to the
trada fizures reported by the {}enaua
Bureau.}

For the full yesr 1972, the trade
balance deteriorated by $4.1 hillion, to
& deficit of $£.2 billion. This followed a
deteriorafion of $4.8 billion in 1071.
(The 1971 deficit of $2.7 billion was the
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firak, on a belance of paymenta basks,
gince 1935.)

Both imports ans exports soored ox-
coptionally strong geing from 1971 io
1972, but the riss in imports wea oon-
sidernbly greater. Imports incrensed
22 pereent, or $10.2 billion, to & total of
$65.7 billion; sxporte increased 14 per-
cent, or neamrly $6.1 hillion, to $48.8

Mareh 1074

billion. From 1970 to 1971, in compari-
o, imports had registored & gain of 14
percent while exports hed eadged up
anly 2 percent. The stronger axpanaion
of trode in 1072 was partly ocaused by
the surge of export and import ship-
ments Tollowing the end of the T.5.
dock strilzes that had depressed trade in
1971.
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The faster rise of imporis than of
exparts in 1572 reflected saveral de-
velopments. The rapid economic ex-
pension in the United Btates axceeded
that in most of our major export
markets. Imporis were alsa stimulated
sarly in the year by the removal of the
import surcharge imposed fram August
through December 1971, In addition,
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import. prices rose much {aster than
sxport prices, reflecting both inflation
in many foreign countries and the initinl
porveras effocts of the dallar devalua-
tion resulting from the exchange rate
renlignments in Decsmbar 1971. The
devalugtion induced e prompt in-
crenge in dollor import prices without
an immedinte reduction in volume.

20

Import prices (as mensured hy unit
vilue indexes) rose 7.5 percent in 1972,
compated with 5.2 poreent in 1971,
Export prices increased less thon half
ne fast, by 3.5 percent, compared with
3.2 pareent in 1971.

Agpricultursl exporis rose $1.7 billien,
or 22 percent, from 1971 to 1972, with
nverape oxport prices of TIS. farm
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products up about 7 percent. Sales to
the Soviet Union rose $0.4 billion,
mainly eorn a2nd whest, ond 3.1
billien of graine was delivered to main-
land China in the closing months of the
year. But the bulk of the increase in
agricultural shipments last yeor wos to
cur more traditions) sxpert markats,
23 higher consumption rates and poor
harvests in many forelge countries
spurred demand for U1.8, form products
and brought increases in both volume
end price.

Exports of nonngricaltural goods rose
$4.4 hillion, or 12.5 percent, in 1972.
(See teble Bl nnd table 4.) Copital
goods contributed tha lsrpest dollar
amount, increasing by nearly 3t.6 hil-
Yion, or 10 percent, despite a 0.2 hillion
decline in civilian sireraft deliveries.
Shipments of nonngricultural industrial
supplies and moierinls rose 9 percent,
or $1.0 billion. Exports of automotive
vehicles and parts (mninly to Canada)
and of athar nonfood consumer goods
rosn 17 percent and 23 percent, respec-
tively, angd accounted for most of the
remaining dollar gein in nonagricultural
exports, Thea $0.6 billion {23 percent)
increase in nonfood consumer goods was
the largest doller gain ever; this cate-
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gory had risen 5 percent in 1971, and on
evernge of § percent per year in the
precading 4 years.

Lending the $10.2 billion increase in
total imports in 1972 was & $3.5 hillion,
or 20 percemi, incréemse im industrial
suppiies and materials. Withic this cate-
gory, peircleum imporis increased $1.0
hillian, or 23 percant, as compered with
#0.7 billien (24 percent) in 1%71. The
price (unit value} of ol importz io-
crensed & percent in 1972 fellowing an
increasa of nesrly 10 percent in 1871,
Metal imports (msinly oooferrous)
increased $0.9 billion last year, whila
growing 118, demand for buildme mate-
fials {other thon metals) added %$0.6
billien te imports. Imports of nonfood
consumer goods, excluding sutos, rose
$2.8 billion in 1972 compared with a
$1.0 Lillion rise in 1971. Automotive
mports increased $1.3 billion in 1972,
this wos about $0.5 biilion less than the
goin in 1971, Passenger cor imports

Merch T

froms overseas declined 5 pereent in
pumber despite the fact that 1971
arrivals had been curbed by U.S. dock
atrikes, Howsver, in value thess imporis
rase 14 percent, as the averege price
per car increased 23 percent, reflecting
a constderable shift toword larger, mova
expensive models, as well a3 highsr
prices resulting from the opprecintion of
foreign currencies against che dollar,
Imports of foodstufls and copital aquip-
ment acoounted for the remaining
import growth in 1972, with both cate-
goriea recording goins more than four
times as large as in 1971.

U. 8. Corporate Capital

IN 1972, nei ontflowa of 7.5, carpornta
capital were $1.5 billion, down $2.# hil-
lion from 1971. (See table C.} The
improvement moinly resulied from a
#1.4 billion decline in direct investment

(Continged on page 65}

Hore—Ths merchondise trads daia in the beolance of
payments tablos heve been revised for 1971 and 1972 meinly
bacoarse of changes in sensonal sdjustment.
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nificont only at the 10-percent lavel
when introduced. In the equation for
Latin America, where controla were
lanst striet, the dummy voarisble is more
lilkely reflecting reductions in direct
investmont unrelated to the FDIP.

Concluding commaents

It might ba noted that aciual direct
investment net copitel outflows totaled
$3.3 billion in 1972, substantially less
than the $4.9 billioh suggested by the
global equation, Tha reasons for the
large difference are not yet clear, but
part of it reflected the volatile exchenge
markat conditions of 1971 and 1972.

Tn order to eea how the varions equa-
tions relote to esch other, net capital
outfiows implied for 1973 were cal-
culated in three woys using the eurrent
projections for 1973 plant snd eguip-
ment spending: (1) The equation for all

SURVEY OF CURRENT BUSINESH

aress ond indwstries combined, {2} the
sum of the major industry equations,
and (3) the sum of the major area
equations. The three approaches resujt
in rather amall differences in tha pre-
dictad 1073 vapital eutflows, The global
aguation predicts a value of $54
billion; the sum of the predicted volyes
from the three meojor induséry equa-
tions is $5.5 billion; and the sum of the
predicted values from the four major
aren equations s $5.7 billion. TUse of
the equations for Burope and many-
facturing which include tha FDIP
dummy variable results in no significant
change in thess predicted values. Bow-
ever, the recent chenge in exchange
rates ond the conéinued mstabjlity of
exchange morkets suggests that it would
be inadvisable to predict net ocapital
outflows for 1978 ‘beszed only on their
relation to expected plant and equip-
ment expenditures.

Balance of Payments
{Continued from page 30)

outflows and a $1.1 billion ineresse in
corporate borrowing abroad. Other cor-
porate claims shifted favorably by $0.4
billicn.

Proliminary data indicate that direct
investment outflows tetnled $3.3 billion
in 1972, the smallest gince 1960, Tha
reduction of direct investment flovws
may partly refleet the small size of the
inerense in offiliates’ plant and aquip-
ment spending (2 pareent in 1972 com-
pared to 14 parzent in 1071; see the
article on plont end squipment expendi-
tures abroad beginning on page 45).
Aleo, o portion of tha larga direct invaat-
ment outflows in 1971 was probably
azsociated with anticipations of the
appreciation in many leading currencies
araiost the doliar, Soma of these Funds

mpy have been used for regular direct
investment purposes in 1972, thus
reducing the nesd for additionol out-
flows fram the United States.

Direet ipvestment capital ovtfows
wars 0.9 hillion in the faurth quarter.
Tha %0.3 hillien decline from the third
quarter raflacied o shift to substantinl
inflows on intercompany accounts, sug-
gesting that many componies engaged
in yearend positioning even though it
maoy not hove besn necessary to meat
OFDI program requirements.

An aren breskdown of direct invest-
ment outfows in 1872 shows two mojor
shifta. Direct investment outflows to
Western Europe declined $0.8 hillion
ts $1.2 billion in 1972. This probably
reflectad the relatively calmer exchange
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markets in 1972 and the large amount
of unusad menufacturing capecity in
Western Europe which reduced the need
of foreign aflilinies for new plant nnd
aquipment. Direct investment oviflows
to Lotin Americon Republics and other
Western Hernisphere counéries totaled
only £0.1 billion, a decline of more than
$0.5 billion. Growing uncertainties
aboul governmental policies regoarding
direet investment by foreignere may
be discouraging 1.5, direct investment
outflows te these countries.

New issues of securities sold abrond
by TL8. corporations incrensed $0.3
hillion to $2.0 billion in 1972, This
increaszs in new issues was partly re-
lated to the more fnvoreble European
evecdit market conditions compored to
1871, In addition, the recovery of the
.8, ztoek market made convertible
issues more atirective to foreigoers,
Such bonds accounted for more than
£0.7 billion of the increase in new issues
(table 6).

Other long-term corporate borrowing
totaled $0.6 billien in 1972, ab intrense
of $0.3 billion. A significant portion of
this borrowing during the second half
of 1072 was in Japan, mayking the frst
time that Japan hes besn o major
source of such funds. This reflasta the
sasing of eredit controls there over the
pest year. The heavy acccumulatizn of
dollaxe by the Japanese central bank
and the Japonnese monetary authaori-
ties’ policy of depositing dollars in
Japenese commercinl banis resultad
in attractive terms for 115, sorporate
borrowers.

The favorable swing of $0.4 billion
in other corporate claime in 1072
rasulted from the reduetion of cutflows
associated with short-term, nonligquid
¢loims. Most of the improvement in this
lorgaly trode-relnted aceount oecurrad
in the first half of 1972 as foreigners
reduced their accounts payable, which

:

had incressed throughout 1871, with '

axchonge morket uncertaintiss & con-
tributing foctor.
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